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 Contract Terminations
Some Aspects of the Problem
GERTRUDE MAGILL RUSKIN, LL.B., M.P.A.
It seems paradoxical, at this moment, when 
the Armed Forces of the Allies are priming 
themselves for the decisive blow against Festung 
Europa, to speak in terms of negation. For that 
is what termination is. It is the negative aspect 
of the war effort. It carries with it the impli­
cation that hostilities have ceased, that war 
materiel in whatever state it may be, must be 
disposed of, that accounts between the Govern­
ment and its contractors in private industry 
must be settled as quickly as possible and the 
whole problem of war production shelved and 
forgotten to make way for the problems of 
postwar planning and reconstruction.
Actually, the termination of war contracts 
is a problem that is implicit in the war effort 
itself. The changing aspects of war make 
necessary changes in the type of materiel needed 
from day to day. As orders for war materiel 
are reduced, modified, replaced, or cancelled 
entirely, the varying aspects of the termination 
process are seen.
Once the Government has placed a contract 
for war materiel with a prime contractor, the 
latter is entitled, unless the contract expressly 
provides against it, to reimbursement for any 
loss he may sustain by reason of the fact that 
the quantity ordered is “cut back”—in other 
words reduced—specifications are changed, or 
the contract is cancelled entirely.
Termination is a new problem to most prime 
and subcontractors. Many are just beginning 
to be faced with contract terminations and 
are, consequently, groping for some means 
whereby they can fit the special needs of this 
new problem into their scheme of operations 
without interfering with production schedules. 
Hitherto, the accent in all war plants has been 
on all-out production. Now, not only must 
such plants continue to produce at undimin­
ished capacity, but also they must find some 
means of halting production on cancelled or­
ders, disposing of the materials involved, and 
going on to other work without any breakdown 
in efficiency.
Considerable education of the contractor’s 
employees, all along the line, is needed if ter­
minations are to be handled expeditiously by 
prime and sub-contractors. For the process of 
such education there should be established a 
department specifically designed for the pur­
pose, which department should devise proced­
ures which set forth, simply but unequivocally, 
the steps that are to be taken when termination 
comes.
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About 70% of the work involved in prepar­
ing a claim for submission to the Government 
after notification of termination has been re­
ceived involves accounting work. However, 
neither the accounting department nor the 
chief accountant, in most companies, can take 
on the additional burden of handling all the 
problems involved in terminations. There 
should be, nevertheless, a very close tie-up be­
tween the termination department that is es­
tablished and the accounting department. The 
department to be set up to handle terminations 
should be headed by an officer of the company, 
such as the Comptroller or, in some cases, the 
Treasurer, since accounting plays such a large 
part in the claim. This officer would be respon­
sible for the educational process and should, in 
addition, have the final say on all termination 
policies and procedures.
Next in line would be a termination or claim 
supervisor, directly responsible to the company 
officer in charge of terminations, who, together 
with whatever assistants he may need, is re­
sponsible for all termination action. The claim 
supervisor should coordinate the work done by 
the various departments of the company in pre­
paring the claim for ultimate submission to the 
Government Contracting Officer and should 
thereafter negotiate with the Government in 
settling the claim. The actual work of prepar­
ing a claim should be the responsibility of desig­
nated persons in each department of the com­
pany. Each such individual should handle all 
termination problems coming within his juris­
diction.
The termination procedure falls into a num­
ber of clearly defined steps. It may vary from 
contract to contract and from one company 
to another, but it will begin with notification 
to the prime contractor, usually by telegram, 
of the fact of whole or partial termination of 
a given contract. Within a few days a letter 
confirming the telegraphic notice of termina­
tion and indicating the effective date of ter­
mination will be received. The letter will give 
other information, such as, the name and ad­
dress of the officer designated by the Govern­
ment agency to act as Contracting Officer, will 
state the time limitations, if any, within which 
the various parts of the claim are to be sub­
mitted, and will furnish instructions and sample 
forms for the guidance of the prime and sub­
contractors in preparing their claims.
Upon receipt of the initial notice of termi­
nation, the work of the termination department 
assumes a two-fold aspect. On the one hand, 
subcontractors and suppliers must be notified 
to cease work and must be provided with in­
structions for filing their claims. On the other 
hand, the company itself must notify its va­
rious departments of the fact of termination 
and must take the necessary steps to prepare 
its own claim. The two problems should be 
handled simultaneously. This can be done if a 
detailed program of operations has been estab­
lished.
I shall discuss first subcontractors’ and sup­
pliers’ claims. As soon as a termination notice 
is received by the prime contractor, all unfilled 
subcontracts and purchase orders should be 
cancelled. Some provision should be made for 
determining in advance whether the subcon­
tractors and suppliers involved will have claims 
in connection with such cancellations. If this 
is done, it will obviate, in the event that a sub­
contractor or supplier has no claim, the neces­
sity of sending him forms and instructions. 
Many of the subcontractors and suppliers who 
receive cancellation notices will, in most cases, 
have no claim. This is true, at this time, be­
cause subcontracts and purchase orders involve 
critical materials which are difficult to procure 
and which can be disposed of only too readily. 
What this situation will be as the war nears 
its close and materials become less critical, it is 
' difficult to say now. It is easy to see, therefore, 
how much time, effort, and money can be 
saved by determining in advance which sub­
contractors and suppliers are to be provided 
with instructions for preparing their claims. In 
any event, when subcontractors or suppliers 
will have no claim, written acknowledgment 
of this fact should be procured. The prime 
contractor must, in preparing his own claim, 
make provision for including the claims of sub­
contractors and suppliers. After a claim has 
been presented to the Government and settled, 
it is a difficult matter to reopen it for the pur­
pose of securing payment of a claim submitted 
too late by a subcontractor or supplier. More­
over, once a subcontractor or supplier has placed 
himself on record to the effect that he will 
have no claim, there is less likelihood of his 
turning up with a claim at some later date after 
the prime contractor’s claim has been submitted 
to the Government.
If the subcontractor or supplier indicates 
that there will be a claim, the necessary instruc­
tions should be sent him. He should be notified 
that his claim will be subject to audit by the 
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prime contractor and that, if it appears to be in 
order, it will be submitted to the Government 
Contracting Officer for approval and payment.
When the subcontractor’s or supplier’s claim 
is received, it should be reviewed by designated 
persons in as many departments of the com­
pany as may be necessary to determine its just­
ness. When all departments involved are satis­
fied that the claim is reasonable, the company 
officer in charge of terminations should certify 
to this fact that the claim should be submitted 
to the Government Contracting Officer for ap­
proval and payment.
At the same time as the procedure with re­
spect to subcontractors and suppliers is set in 
motion, steps should be taken to prepare the 
prime contractor’s claim. One of the most im­
portant parts of the claim is the inventory 
acquired in connection with the terminated 
contract. Not only must it be segregated, 
counted, and earmarked for the Government, 
but also the prime contractor must make every 
effort either to absorb, himself, as much of it as 
he can, or to dispose of as much of it as pos­
sible to others at fair prices.
To expedite and simplify the segregation of 
termination inventories, the taking of the physi­
cal count, and the later disposition of the ma­
terials, a termination storeroom should be es­
tablished in the plant. The termination store­
room should be some physical part of the plant 
large enough to accommodate the various items 
of inventory that will be stored in it from 
time to time as terminations are received and 
should be located in a place which will make 
it readily accessible to prospective purchasers 
and for the shipment of materials as they are 
sold. It has been found, from actual experi­
ence, that the establishment of a termination 
storeroom makes it possible to guard against 
the unwarranted use of termination inventories 
for other jobs and their general dissipation or 
intermingling with the general stores of the 
company.
As scon as the notification of termination 
has been received, the inventory should be 
segregated and removed to the termination 
storeroom. At the same time, a predetermined 
inventory, based on the book records of the 
company, should be established. This predeter­
mined inventory will provide a control for the 
taking of the physical inventory and for check­
ing it thereafter. When the inventory has been 
taken, lists of the materials included in it 
should be circulated throughout the plant so 
that each department may determine what it 
will want from it. This is a very important 
aspect of the problem of disposing of termina­
tion inventories. The prime contractor, by ab­
sorbing some or all of the items in the inventory, 
may be able to acquire materials for other con­
tracts on which he is working which would be 
difficult to procure in the open market. More­
over, the absorption of some or all of the items 
will help to reduce the amount of the claim to 
be submitted to the Government Contracting 
Officer. And the smaller the claim, the greater 
is the possibility of prompt approval and set­
tlement.
When the various company departments 
have indicated their desires with respect to the 
inventory, the materials requested may be re­
moved from the termination storeroom. At this 
point they cease to form a part of the claim. 
Generally speaking, the Contracting Officer will 
instruct the prime contractor, in the letter of 
termination, that inventories may be disposed 
of, by absorption by the prime contractor or 
sale to others, without further reference to the 
Contracting Officer where they can be disposed 
of at cost or where they can be returned to 
suppliers for full credit less reasonable freight 
and handling charge. It is only, in most cases, 
when the prime contractor seeks to absorb or 
sell to others items of inventory at less than 
cost that approval from the Government Con­
tracting Officer is required in advance.
When the prime contractor has absorbed 
all of the materials he wants, at cost, and has 
returned as much of the material as his sup­
pliers will take at full credit, inventory sched­
ules listing the materials left in the termina­
tion storeroom should be prepared for submis­
sion to the Government Contracting Officer. 
Frequently, the latter, upon receiving such in­
ventory schedules, will circulate them to other 
prime contractors with whom they are nego­
tiating and will refer them to the claim super­
visor. The purchasing agent also should be 
used for leads to contractors and suppliers who 
may be interested in the materials in question.
The inventory schedules should be submitted 
to the Government Contracting Officer as soon 
as they are completed. They should not be 
withheld pending complete disposition of the 
inventory. When all or as much of the remain­
ing inventory on the schedules as can be dis­
posed of has been sold, the schedules should be 
adjusted to show the amount of money re­
ceived from sale of the items. The balance will 
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represent the prime contractor’s net claim 
with respect to inventories. The materials re­
maining unsold should be kept in the termina­
tion storeroom until orders from the Govern­
ment Contracting Officer are received for their 
disposition. It may be, if the cost of the items 
involved is not too great, that the Government 
Contracting Officer will authorize their dispo­
sition as scrap and thus obviate the necessity 
for their removal to Government warehouses.
While the inventories are being disposed of, 
the statement of claim should be prepared. 
This claim should show the original amount of 
the residual inventory, direct labor costs, plant 
burden expense, general administrative and 
overhead expense, and any other costs incurred 
by the prime contractor in connection with the 
terminated contract. It should include a state­
ment of profit for work done prior to termina­
tion. The total of all these items will represent 
the gross claim. In no case may the gross claim 
exceed the total amount of the original con­
tract.
The claim should include the total amount 
of subcontractors’ and suppliers’ claims sub­
mitted to the date of submission of the prime 
claim. This amount may be amended from 
time to time until final settlement of the prime 
claim, to include additional subcontractors’ and 
suppliers’ claims as they are received.
From the total claim should be deducted any 
partial payments made by the Government Con­
tracting Officer pending settlement of the final 
claim and any receipts from the disposal of 
inventories. If the statement of claim is pre­
sented as soon as it is prepared by the account­
ing department, it may be amended during the 
final stages of negotiation to include any post­
termination costs incurred in connection with 
the preparation of the claim and its settlement. 
If the statement of claim is not submitted until 
inventories have been disposed of and negotia­
tions are begun, it should include the post-ter­
mination charges. One of the advantages of sub­
mitting the claim as soon as it is completed is 
that it will be used as a basis for the making 
of partial payments by the Government in those 
cases in which the prime contractor cannot af­
ford to finance himself pending final settlement.
Submission of the claim by the prime con­
tractor is one thing; approval and settlement 
thereof by the Government Contracting Officer 
is quite another. I have no definite information 
concerning amounts of final settlement. I know 
that there are no national statistics on the point.
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However, I have heard that about 70% of the 
basic claims; i.e., for direct labor, materials, 
etc., reside in the "no dispute” area and are 
paid on proof. On final claims in which profits 
and termination charges are included, and with 
respect to which most of the negotiation is 
done, some Government agencies seem to be 
paying about 75% of the amount requested 
by contractors while others disallow as much as 
50% of all claims.
The foregoing will give you some idea of 
the manner in which claims on termination are 
being settled at this time. But the problem of 
prompt settlement and payment by the Govern­
ment goes far beyond any such brief statement. 
' From the very first moment in which the ter­
mination of war contracts was given serious 
consideration by Government officials, an expe­
ditious method of settling and paying prime 
and subcontractors’ claims has been sought. 
This desire has been the motivating factor be­
hind all legislation enacted thus far. But the 
Government apparently has not found the de­
sired method and is still seeking a touchstone. 
Some thought it might be found in the Uniform 
Termination Clause set up by the Baruch Com­
mittee late in 1943 and in the "Statement of 
Principles for Determination of Costs upon Ter­
mination of Government Fixed-Priced Supply 
Contracts,” also prepared by the same commit­
tee for incorporation by reference into the Uni­
form Termination Clause. Most Army and 
Navy bureaus having anything to do with the 
letting of war contracts have incorporated the 
Uniform Termination Clause and the Statement 
of Principles into all contracts let after May 15, 
1944, and have given prime contractors per­
mission to apply the terms of the Clause to any 
and all contracts entered into prior to that 
date. The Uniform Termination Clause and its 
Statement, however, do not insure the prompt 
settlement which is desired.
A number of modifications are currently be­
ing discussed. The Senate has just passed a bill, 
S-1718, which is now being considered by the 
House. This bill provides for the establishment 
of an Office of Contract Settlement, headed by 
a director whose duty it will be to coordinate 
the activities of the various Government agen­
cies with respect to termination. The bill, as 
passed by the Senate, would permit Government 
Contracting agencies to make direct settle­
ments with subcontractors and "group settle­
ments” of termination claims against several 
Government Contracting agencies or various 
prime or subcontractors. Subcontractors would 
be compensated by the Government on the 
same basis as prime contractors for work done 
on terminated contracts.
A provision which will undoubtedly appeal 
to prime and subcontractors is that which al­
lows interest at the rate of 2½% on prime 
contracts beginning thirty days after the ter­
mination date and ending with the date of final 
payment. Interest will be allowed by Govern­
ment Contracting agencies on the claims of 
subcontractors on the same basis as it is allowed 
to prime contractors. While this provision does 
not guarantee greater speed by Government 
agencies in the settling of claims on termina­
tion, it will at least give compensation for the 
use of their capital to those contractors who 
are in a position to finance themselves.
The foregoing are not the only provisions 
of S-1718, nor is the latter the only bill con­
templated by the Congress at this time. Limi­
tations of space prevent a fuller discussion of 
these matters at this time.
While the problem of prompt settlement of 
prime contractors’ claims is being debated by 
the Congress and by Government Contracting 
agencies generally, and while there is no real 
solution of this problem as yet, certain prac­
tical steps can be taken with respect to sub­
contractors’ and suppliers’ claims. Most gov­
ernment Contracting Officers are now giving 
prime contractors blanket authority to approve 
individual subcontractors’ and suppliers’ claims 
up to a given amount, usually $10,000. The 
prime contractor, acting as Contracting Officer 
to determine the reasonableness of the claim, 
has the advantage of knowing more intimately 
than the Government, what the subcontractor 
or supplier has done on the subcontract or pur­
chase order up to the time of termination and 
what his general problems are. This insight 
makes for quicker determination of the justice 
of the claim. After the prime contractor has 
audited the claim and certified to its reasonable­
ness, its submission to the Government Con­
tracting Officer and its subsequent approval by 
him become rather routine matters. In those 
cases in which the prime contractor can afford 
to finance the settlement of subcontractors’ 
and suppliers’ claims, under this plan, pending 
later reimbursement by the Government, even 
greater speed can be achieved in the settle­
ment of such. claims:
A good deal can be done by the prime con­
tractor to avoid adding to the delays and diffi­
culties of negotiation and settlement of his 
claim if he will observe all the details of the 
instructions provided by the Government agen­
cies with which he is dealing and if he presents 
his own and his subcontractors’ and suppliers’ 
claims in strict conformity with the require­
ments of those agencies. If Government Con­
tracting Officers get the information they re­
quire in the first instance, they can begin to 
negotiate the claim without further delay. It 
seems a small enough matter but it looms large 
when the time for negotiation arrives. Failure 
to get the information they need may make 
the Contracting Officer hypercritical, albeit un­
consciously. This is a situation to be avoided 
by the prime contractor at all costs. He will 
have enough headaches before he gets his money 
without incurring the displeasure of the Con­
tracting Officer.
Why Women Will Retain Their Place 
in the Post-war Business World
MARY LORETTA COLLINS, Detroit, Michigan
Because of their proven sincerity in accepting 
the many responsibilities vested in them;—
Because the result of that sincerity has been 
a better job more thoroughly carried through 
to the conclusion—
Because the opportunity afforded them to solve 
problems has been met with a logical ap­
plication of all of their ability—
Because of their sympathetic approach to per­
sonnel difficulties which have been at the 
source of the average disturbance in most 
organizations—
Because of their ability to stand in the other 
fellow’s shoes and look at the job from all 
sides—
Because no job is "good enough” until it is the 
best that can be done—
Because they are constantly on the alert to 
learn new ways of doing the job, if it is 
better than their way—
Because their job is the most important to 
them, and all personal feelings and plans are 
subrogated to the needs of that job.
Ask Your self “Am I Going to Retain My Place in the Post-war Business World?
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